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EXECUTIVE SUMMARY
Diversity and inequality are characteristics of the Brazilian society. This chapter describes the evolution of income distribution in Brazil between 1992 and 2009. It shows a pronounced reduction of overall income inequality since 2001, unprecedented in Brazilian social statistics. The chapter studies the role played by macroeconomic developments and especially the labour market outcomes and education and income policies on the level and distribution of household per capita income. It also discusses the reasons for the marked increase in the rate of formal jobs generation after 2003 that is perhaps the second main achievement of this decade besides inequality reduction. In the end, it proposes a list of elements to be pursued in the next generation of Brazilian social and labour policies.
Poverty, growth and inequality changes
The comparison between the latest poverty measures in Brazil ranges from 16.1% of the population or 29 million people using FGV poverty lines (national average of regional poverty lines equals to 137 BRL per month) to 4.18% with the 1 USD a day poverty line set forth in the United Nations Millennium Development Goals (MDGs). Long-term poverty movements show that Brazil has succeeded in accomplishing the first MDG goal by reducing extreme poverty by more than 50% in less than twenty-five years. In the 1992-2008 period, when the new questionnaire from PNAD (National Household Survey) was implemented, extreme poverty in Brazil has been reduced between 64% and 54% respectively according to the 1 USD a day and the FGV poverty lines.
Two important changes in poverty are observed in this period. First, in 1993-1995 associated with the launching of the Real plan that reduced inflation, the proportion of people below poverty line went down from 35% to 28% using the FGV poverty line. In 2003, poverty was still at 28% of the population, having grown during Lula's first year in government. After 2003, a new period of fall begins, amounting to a cumulative decrease of 43% between 2003 and 2008. That is, only in this five year period Brazil reached 85% of the first MDGs goals: more than 19 million Brazilians crossed the poverty line while 32 million moved up to the middle class. Although both the fall of poverty and the emergence of a new middle class in Brazil is associated with the resumption of growth in income (5.3% per year on a per capita basis in the 2003-2008 period) and of formal employment generation with no labour reforms attached to it, the main factor was the fall of income inequality. Between 2001 and 2008, the accumulated gain per income decile decreased when moving from the lowest to the upper decile (from 72% to 11%).
Future scenarios for growth and poverty in Brazil help to explain the role played by income redistribution in the recent past. Initially, in a neutral scenario in terms of inequality, if national per capita income grows 2.6% per year in the next seven years (as it did in the 2001-2008 period), poverty would decrease by 22%. This reduction would be even higher if the mentioned accumulated expansion is combined with a decrease in inequality, as it was observed in the 2001 2008 period. In this case, poverty would drop by 41%, leading extreme poverty below 10%. This exercise confirms the role played by inequality in poverty reduction in Brazil both in the recent past and in the future.
Sources of mean income growth changes
Between 2003 and 2008, the growth of average per capita income of Brazilians almost doubled the increase of per capita GDP. According to PNAD, income sources that increased the most were social programs, influenced by the expansion of the Bolsa Família programme created in 2003, followed by pension income attached to the minimum wage. The effects of minimum wage readjustments put a pressure on the basic value of benefits as did the increasing number of the elderly, as a result of population's aging. Income from social security increased less than the general income granting a sustainable support for many households' living conditions beyond the official income transfers. Income from work corresponds to three quarters of the average income perceived by Brazilian households and most of the income gain comes from this source.
Why inequality went down?
Applying a decomposition methodology of the Gini variation to the period [2001] [2002] [2003] [2004] [2005] [2006] [2007] [2008] it is show that income from work explains two thirds of the inequality reduction, followed by the social programs (in particular Bolsa Família and its precedent Bolsa Escola), while the social security benefits explain less of the income de-concentration. The attractive feature of targeted programmes such as Bolsa Familia is that in terms of GDP it costs much less than social security payments. Indeed, the additional cost for the fiscal budget of each percentage point of inequality fall according to different federal transfers was 384 % more expensive for social security benefits than for Bolsa Familia and other social transfers between 2001 and 2008. On the other hand, data on years of schooling until 2009, suggest that the downward trend of income inequality observed during this decade will continue, but probably at a slower pace. This is reflected by the fall observed from 2001 to 2008 of the higher education gross earnings differentials with respect to the illiterate as well as by the associated reduction of the education explanatory power in inequality.
Labour Market Developments
The decomposition of long-run changes of working age individual income between 1992 and 2008 shows that the years of schooling are by far the most important factor explaining the average earnings increase observed among the working age population. This period presents however sub-periods with different trends. All labour market factors, except working-hours, became expansionary (i.e. unemployment and participation rates, schooling and returns to schooling). Better quality of jobs also followed the same trend as mainly after 2003, the generation of formal employment increased significantly. The 2008-2009 international economic crisis has hit especially formal employment, but almost all labour markets indicators went back to the pre-crisis levels by September 2009.
2008-09 External Crisis Impact
Indeed, the PME Monthly Employment Survey permits to have a vision of the effects of the economic crisis on the distribution of per capita labour earnings in six of the major metropolitan areas. Per capita labour earnings' inequality underwent a serious deterioration in January 2009, loosing part of last year's gains, but recovered to pre-crisis levels after July 2009. Poverty has fallen while the so-called Brazilian new middle class has kept growing in that period, mainly due to the fall into the middle class of some parts of the higher classes.
Social Policy Agenda
Overall the chapter shows that the improvements in the levels of educational attainment coupled with an increase in official targeted monetary transfers in a stable macroeconomic environment explain the main recent achievements of Brazilian society towards increasing formal employment generation and reducing income inequality. The major risk now is to rest over the obtained equalization progress. This sense of accommodation can get worse given the reasonably good Brazilian social and economic performance during the recent economic crisis. If during the current decade the poor were given to the market, what is needed now is to shift the policy agenda towards giving the market to the poor. This new agenda offers many detours -such as the provision of micro-insurance, microcredit and productive services for the selfemployed and upgrades in the design of income policies -but the main new routes pointed here to pursue a sustainable inclusive growth path rest on improving Brazilian labour policies and the quality of educational services.
INTRODUCTION
If a historian from the future points out the main changes that occurred in the Brazilian society in the first decade of the third millennium, he would call it the decade of reduction of income inequality, or equalization of results -just as the 1990s was the decade of stabilization and, the 1980s, of redemocratization.
2 There is nothing similar to the income inequality reduction observed since 2001 in the Brazilian statistics' documented history since 1960 (Neri 2005 (Neri , 2006 (Neri and 2007c Barros, Foguel and Ulyssea 2007) . The accumulated reduction is comparable, in magnitude, to the famous increase in inequality in the 1960s, which placed Brazil as the land of inertial inequity in the international psyche. According to World Bank data, Brazil was in 2005 the 10 th country in inequality in the world -having been third beforehand. The bad news is that Brazil is still very unequal; whereas the good news is that there is much inequality to be reduced and, consequently, much income growth to be generated at the bottom of the income pyramid. Roughly, it is as if Brazil had discovered in this century such reserves of pro-poor growth.
The other characteristic of this decade is the generation of more employment, especially formal jobs after 2003, derived from the reduction of education disparities. Besides keeping work incentives, it is necessary to reach the fundamental causes of inequality, approaching its inter-generational transmission mechanisms. In the last years, Brazil has been scratching the surface of opportunities for equalization and some lessons can be extracted from the present decade and the Brazilian lowest income inequality record.
This chapter describes the evolution of income distribution in Brazil during the 1992-2009 period and studies the role played by labour market indicators and institutions, social policies and macroeconomic developments on the level and distribution on household per capita income. Special emphasis is given to the links between the impacts of labour market performance and social policies on income distribution indicators. It is divided in seven sections. Section II describes income policies institutional aspects that are in place in Brazil. Section III describes the evolution of income based social indicators such as inequality, social welfare, poverty and economic class composition. Section IV focuses on the role played by different income distribution determinants such as the different income sources, the socio-demographic characteristics and educational and labour market indicators. Similarly, section V describes the evolution of labour markets indicators and their close determinants and section VI provides a description of the main components of the social policy agenda turned towards the future, including education, income and labour market policies. The final section concludes.
2.
The creation of formal job posts is the other feature of this decade; whereas increase in school enrolment and education as well as stabilization were the main features of the previous decades. Advances of the 1960s and 1970s were the economic miracle, i.e. economic growth.
INCOME POLICIES

Background on income policies and income inequality
During the last half a century, changes in Brazilian social indicators based on per capita income such as inequality, poverty and social welfare have reflected the high volatility of the macroeconomic environment: until 1994 the source of instability was the rise and failure of successive stabilization attempts, while after this period the main source of instability was the arrival (and the departure) of external crisis (i.e. the Mexican in 1995, the Asian in 1997, the Russian in 1998, the Argentinean in 2001 and the American crisis in 2008). To understand the mechanics of these sharp macroeconomic fluctuations, as well as their consequences on income based social indicators, it is important to understand the role played by various state-sponsored income policies. During the inflationary instability period until 1995, income policies were behind both the core of chronic inflation and stabilization attempts. They were part of the problem and of the solutions offered. Anti-inflation plans, such as Cruzado, Collor and Real Plan tried to interfere directly with the process of price formation -and income determination -through various channels such as price freezes, exchange rate policies, wage de-indexation rules and currency change. Only the Real Plan was successful in bringing down and controlling inflation. Similarly, besides price stabilization, understanding state sponsored regressive income policies are also necessary to understand the causes behind high inequality and attempts to fight it in Brazil. In the more recent anti-inequality policies, other types of income policies are used where the state acts transferring incomes directly from the public budget. At this point there is considerable evidence of the short-run income inequality changing role played by the specific income policies. This role offers a diversity of results depending on which specific policies are discussed-for example, CCTs or social security benefits linked to the minimum wage, or the traditional role played by the minimum wage itself on the labour market. These impacts may also change over time given the changes observed in the coverage and values of the policies parameters and the economic circumstances.
Brazil is an interesting case study. Between 1992-2008 there was a fall in poverty levels, despite the meager growth observed over the whole period. Brazil reached the first millennium development goal in this period, as shown by the fall, to more than 60%, of the share of the population with incomes below U$S 1 a day in PPP. The cumulative variation of per capita income of the 10% poorest was 72% in the 2001-08 period, falling monotonically when reaching the top of the income ladder (to 11.1% for the top 10%). This redistributive movement is noteworthy since Brazil has been notoriously known as one of the countries with the highest income inequality in the world. After its steep rise in the 1960s, Brazilian income inequality has been high and stable with a Gini of per capita income around 0.6 between 1970 and 2000 (Hoffman 1989 , Bonelli et al. 1989 , Barros and Mendonça 1992 , Barros et al. 2000 . In the period 2001-2008, however, inequality has been in decline. The fall of inequality observed in this seven year period is comparable to the sharp rise observed in the 1960s (Langoni 1973 , Fishlow 1972 , Bacha and Taylor 1978 plus the deterioration observed in the 1970s and the 1980s. This change reflects the combination of improvements in the labour market performance of the low-skilled workers, the increase in their respective education attainment and the adoption of increasingly targeted official income policies.
As a result, Brazilian inflation is now at its lowest levels in decades and inequality of per capita incomes is very close to its lowest level since 1960 when income distribution data became available. In both price stability and equity of results, the so-called income policies have played an instrumental role. Under the name of income policies, both redistributive programs and anti-inflation plans are included 3 .
Price stabilization and redistribution are both sides of the same coin, since there is no way to obtain a permanent reduction in inequality with high inflation -although these are necessary conditions, not sufficient ones. President Cardoso stabilized the currency and President Lula continued this process and redistributed this stable currency through a social programs structure initiated under its predecessor. In the same way that the Brazilian society has taken a long time to learn about the importance of the macroeconomic fundamentals in achieving stability, the achievement of the sustained decrease in inequality depends on other fundamentals (i.e. the equality of opportunities, represented by the access to stocks of productive assets such as health, education and physical assets) and their impact on work decisions and outcomes. 4 The structural side of income policies is yet to be shown and consolidated in Brazilian social policy which means reinforcing the structural side of compensatory policies with individual incentives oriented to the accumulation of productive capital.
Special attention is paid to incomes mostly directly affected by social policies, such as social security benefits and other non-labour income sources that include cash transfers from social programs and capital income -which turns out to be underestimated in PNAD data. The remaining sources of non-labour income such as rents and private transfers (remittances, donations, child maintenance support, etc) are part of what is called non-social income.
Social security is the main component of social income in Brazil, and second only to labour earnings among all income sources collected by PNAD. In 2008, it amounted 19.64% of all income sources and 92.5% of social income. Social security benefits include a contributory Pay as You Go old-age pension system and non-contributory benefits, both subject to discretionary income policies from the government. One key policy variable is the progressive differentiation of social security adjustments, meaning higher benefits receive lower real gains. Other non-labour income sources include very different types of incomes, ranging from cash transfer programs -such as the Bols-Familia programme-to capital income such as flows derived from interest rates paid on government debt. The pro-poorness aspects of these items are expected to be very different, despite the fact that both are not only subject to public policy choices but are mostly mediated by the state as well.
5 As PNAD data underestimate interest's gains, the income concept is mainly composed by public cash transfer programmes such as Bolsa-Família.
Trends on income policies
What is the role played by state-sponsored income transfer policies -as Bolsa Familia and the minimum wage adjustments-in the changes observed? What are the specific channels of these policies options? These are some of the questions that will be answered to assess the causes and consequences of the recent reduction in inequality. Both a summary of past research combined with the update of new data will help to understand the social changes observed in the past years, as much as its challenges, limitations and opportunities.
3.
The common aspect of these two different branches of income policies is the speed that they operate. Maybe a function of the capacity of rapidly affect their targets both types of income policies were used opportunistically in fine tuning with the electoral cycle (Neri 2008) .
4.
The main challenge facing the new generation of income policies is to track changes induced in income flows with the high stocks of future productive wealth by the poor -the best representative of this movement is Bolsa-Família, its predecessors (Bolsa-Escola, Bolsa-Alimentação, Peti etc) and its Latin American counterparts (Oportunidades and Progressa in México, Praaf in Honduras).
5.
The main source of interests' gains earned by Brazilian households came from the public debt.
Other important achievements have occurred, such as the universal provision of the primary school education in the second half of the 1990s, or the job market turning point observed in recent years associated with the greater generation of formal jobs and higher equity in labour earnings. The later being probably the most important outcome. Reinforcing the structural side of compensatory policies with conditionality to foster the accumulation of human capital has to be combined with an improvement of its quality through better health and education policies (i.e. the Education Development Plan (PDE) and the new agenda for health involve sector specific actions to make supply of social services in pace with induced demand increase).
Referring to the short-term aspect of fighting inequality, there is in Brazil a new generation of policies better focused and capable of redistributing income than the policies implemented in the past. However, the problem is that Brazil also maintains other less effective official income transfer policies when tackling inequality and trying to improve welfare. Hybrid and less focused policies have a lower impact than if resources were allocated to more focused policies. The government has opted for expanding both, new and old policies, targeted and less targeted policies. 
Non-contributory pensions
During the Brazilian democratic period that started in 1985, the elderly were able to achieve substantial gains in the income transfer by the state. Apart from the 1988 Federal Constitution that stabilized established the use of the minimum wage as the basis for social security benefits (either contributory or non-contributory benefits), other more recent social policies have caused changes in the lives of the old-age population. Among these policies are:
 The reduction in 1998 of the minimum age for entitlement to the old-age pension system (from 70 to 67 years of age and, more recently to 65).
 The Elderly Statute in 2003, which establishes social rights and promotes equity between the elderly and the remaining members of the population in different fields (i.e. ranging from free public transportation to the attempt to control the price of private health insurance).
 The adoption in 1998 of an income policy to give higher real adjustments to the floor of social security payments (one minimum wage) that coincides with the Beneficio de Prestação Continuada (BPC)) and non contributory rural social security benefits.
 An increase by more than 50% in real terms of the minimum wage after 2003 (more than 100% real gain since 1992) (Figure 2 .1).
6.
As stated by Ricardo Paes de Barros, Brazil keeps throwing money out of a helicopter, the difference being that now the doors have opened also over poor corners and slums, not targeted by previous policies. Today, Brazil is the country in the Latin American region that transfers more income to the elderly relative to its GDP (Neri et al, 1999) . This happened before the country completed its demographic transition. The expansion during the last 15 years of non-contributory programs to the low-income elderly population explains a substantial part of this movement. Calculations based on Brazilian national household surveys between 1992 and 2006 show that the elderly (60 and above) population's share in income increased from 7.9% to 9.96%. This same age group share of the individual income mass rose from 13.34% to 17.64% while their share of the per capita income mass rose from 10.8% to 14.51%. In per capita terms the elderly were able to get an additional income of 172 BRL from the state in this period while children got direct transfers of 17 BRL. Even after Bolsa Família was established in 2003, the elderly were able to get higher absolute income gains and relative poverty reductions. Some authors have argued that the elderly redistribute their incomes within households. Even under this assumption, the poverty level in 2008 is more than 500% higher for children compared to the elderly. Furthermore, Neri et al (2008) show an improvement of health perceptions much smaller for the indirect beneficiaries of transfers than those observed for direct beneficiaries living in the same households. The fact that the elderly live with smaller families would also diminish the impact of this breadwinner effect (-efeito arrimo de família‖). For instance, there were 3.23 household members in families with people over 60 years of age against 4.98 in the total sample of families in 2003. This may be relevant for policy purposes since people expected that the increasing transfer to the elderly poor in Brazil will generate a sizeable externality to other household members' individual welfare.
Bolsa Familia
Bolsa-Família created in October 2003 is a direct descendent of Bolsa-Escola, Bolsa Alimentação, Vale Gás, among other social programs that started to be designed in the aftermath of the 1999 Brazilian macroeconomic crisis and were gradually implemented during the last years of Cardoso administration. Lula integrated these different programs under the name of Bolsa Família and gave scale to it. Between the end of 2004 and 2006 there was an expansion of Bolsa Familia, increasing the number of beneficiaries from 6.5 to 11 million families (nearly 25% of the Brazilian population).
The common feature of this new generation of income policies is to try to combine speed and targeting in reaching short run income outcomes plus conditionalities to reinforce human capital accumulation. Families with a per capita income below 50 BRL a month were entitled to an unconditional monetary transfer of 50 BRL plus a transfer of 15 BRL for children between 0 and 15 BRL, up to a maximum of three children subject to specific conditions depending on the children's age. Children between 0 and 6 years of age had to undergo vaccination while children and young teenagers between 7 and 15 years of age had to be enrolled in school and to present a maximum of 15% of absenteeism. Families with incomes between 50 and 100 BRL were entitled only to the conditional part of the monetary transfers. Another important feature of Bolsa Família was to elect the mother (in 91% of the cases) as the main beneficiary of the transfer. This strategy relies on the assumption that mothers direct better the resources to reduce intra-household inequalities of both opportunities and results. It is important to check both the redistributive and long run consequences of such a strategy.
Secondly, besides the ability of the program to reach the poorest with monetary and non monetary transfers, another line of improvements of income policies is enhancing their ability to affect positively people's life through the imposition of explicit conditionality on relevant state variables where there are clearly market failures such as externality or credit constraints. Most of the current conditionalities of Bolsa Família seem to have a high degree of redundancy in the sense that the conditions they impose have been by and large already adopted by the beneficiaries before the start of the program.
The ultimate objective should be to integrate all non-contributory income transfers in a single program, preferably under the Bolsa Família framework. A first step in this direction was already taken in 2007, when non-contributory social security spending was split from the rest of the social security accounts. This allows better comparisons between the opportunity costs of different income policies. It does not seem equitable to provide income transfers associated with non-contributory transfers that are ten times higher than Bolsa Família benefits. Table 2 .1 details the budgetary implications of different income transfers programs in Brazil. Bolsa Família reaches nearly 25% of the Brazilian population and costs less than 0.4% of Brazilian GDP, as opposed to the more than 12% of GDP spent on social security and other social assistance payments. 
Social spending: composition, comparisons and trends
The composition of social spending in Brazil by main groups shows that income transfers represent more than half of Brazilian social spending (Table 2 .2). 
DESCRIBING INCOME BASED SOCIAL INDICATORS
This section focuses on the main transformations of Brazilian income distribution during the last 17 years, with a special focus on the current decade, to answer the following questions: a) who lost and who gained especially in terms of previous income strata; b) where have the changes occurred? In which regions (i.e. macro-regions, states, capitals, types of cities), did the domestic economy advance and where did it lapse?; c) what has changed? Which income source grew more or less (i.e. labour earnings, Bolsa Familia or Social Security benefits)?
Income distribution evolution
Inequality
Generally, the last decade stands out less for the overall income growth for all segments of the population than for the reduction in inequality ( The accumulated income gain between 2001 and 2008 for each decile of the population is presented in Figure 3 .2. The rate of growth decreases when moving from the first (72.45%) to the last decile (11.37%) -this progressive character is not so well translated by the apparently small changes in the series of the Gini index or the Lorenz Curves from which the index derives. 
Sen's Social Welfare Measure
In order to provide a final synthesis, the effects of the average and inequality to a social welfare function proposed by Amartya Sen are added. This function multiplies the average income by the equity measure, given as one less the Gini index (Average Income*(1-Gini)). Inequality thus works as a reducing factor of welfare in relation to the average income. For instance, the average income of 592.12 monthly BRL per capita would be the value of social welfare according to Sen's simple measure, if equality were total. But, in reality it corresponds to 45.14% of this value (267.28 BRL, given the extreme current inequality in Brazil). This was even higher when the index was only 41.7% of the average income in 2003. Figure 3 .3 presents the year-on-year evolution of the average income, inequality and their combination, given by this welfare measure. 
Labour earnings inequality after the 2008 external crisis
Using the Monthly Employment Survey data (PME), it is possible to have a clear vision of the effects of the international crisis, nine months after it started, on individual and on per capita labour earnings in the six major metropolitan areas of the country. Income inequality underwent serious deterioration in January 2008, loosing part of previous years' gains, but came back in July closer to the pre-crisis levels. After reaching a peak in January 2009, the Gini index of the household per capita income from work has progressively decreased. Theil's inequality Index, which is more sensitive to changes at the bottom-end of the distribution, shows a similar movement, with increases at the beginning of the year that were then progressively reverted. Despite that, in June 2009, levels of both indicators are still a bit higher than a year before (Table 3 .1). Source: CPS/FGV based on PME/IBGE microdata.
Figure 3.4 Pre and post-crisis Inequality outcomes
Source: CPS/FGV based on PME/IBGE microdata
Poverty evolution
Defining poverty line in Brazil
The definition of poverty developed by Ferreira, Lanjouw and Neri (2003) and the Center for Social Policies at Fundação Getulio Vargas (CPS/FGV) 7 is used here. It incorporates regional differences in costs of living that affect the purchasing power. Since there is no official poverty line in Brazil, the CPS/FGV definition of poverty is used by official bodies such as the Ministry of Finance and the Ministry of Social Development. The criterion for access to Bolsa Família today is 137 BRL per family each month, which is relatively close to the CPS/FGV regional poverty lines, on average regionally adjusted. In other words, it is relatively close, but not exactly equal to the values of eligibility criteria of Bolsa Família. Table 3 .2 compares FGV poverty measure with the ones set under the UN Millennium Development Goals (MDGs). If long-term poverty movements are measured against the targets, Brazil has succeeded in accomplishing the first MDG goal by reducing extreme poverty by more than 50% in the period 1992-2008. In fact, extreme poverty in Brazil has been reduced by 64.1% according to the 1 USD a day PPP measure whereas 53.9% according to FGV line. Using FGV poverty line, an improvement in social indicators is observed in February 1996 after the Real Plan, but in 1999 there was a slight increase in poverty. In 2002, when the Cardoso administration ended, there was a decrease in poverty that was partly reverted during the first year of the Lula administration.
Real poverty decreases
Since 1992, when the new PNAD questionnaire was implemented, two important changes in poverty levels have been observed. First, in 1993 First, in -1995 Poverty line in Brazil can be defined using fractions or multiples of the minimum wage, which is not the most appropriate index, since the minimum wage value has suffered successive adjustments over time (e.g., a real gain of 44.7% since 2003). Therefore, when using the minimum wage as a parameter one gets the false impression of constant real value over time. There is also a strong concentration of mass of the individual income distribution in multiples (or accurate fractions) of the minimum wage not only in the labour earnings from formal and informal employment, but specially from contributory and non-contributory social programs (pensions, unemployment insurance, BPC (Loas) etc.. (-80.9%) , whereas the lowest reduction rates are found in Rio de Janeiro (-34.8%) and Recife´s periphery (-36.4%). In terms of the poverty levels found in 2008, the lowest poverty rates are in Florianopolis (2.36% of the population) and Curitiba (3.92%) and the highest are in Maceio (25.6%) and in Recife's periphery (26.4%).
8.
Amadeo and Neri (1999), Neri and Considera (1996) and Neri, Considera and Pinto (1999) assess the effects on poverty and social welfare of a series of effects associated with the Real plan such as the reduction of inflation tax, the increase in the non tradeable sector income, the rise of minimum wage, the reduction of income volatility and the rise of a credit boom. Table 3 .4 presents the five top and the worst five cities and states in terms of poverty rates in 2008, as well as their position in previous years and in variation rankings. When looking at the states in 2008, the poorest is Alagoas with 38.8% of its population being poor, followed by Maranhão (33.7%). Just as in the case of capitals ranking, the southern states present the lowest poverty rates, amongst which Santa Catarina with 4.5%, followed by Parana with 6.1% (Table 3 .4). 
Future poverty scenarios
It is expected that the proportion of poor people in Brazil (people with less than BRL 137 per month at average current prices) will decrease from the 2008 level (16%). If the growth of income is similar to that of 2007 (around 2% per capita), it will fall by 3.3% to 15.5% in 2009. 9 A long-term exercise with decreasing inequality, as the one observed in the last seven years seems more interesting (Table 3 .6). Initially, in a neutral scenario in distributive terms with population growth, if national per capita income grows 2.6% a year in the next 7 years, total income growth would be of 4% a year and poverty would fall by 22.4% to 12.4%.
The reduction would be even higher if this growth is accompanied by a reduction in inequality. If the mentioned expansion of 2.6% per capita a year (20% accumulated) is combined with a decrease in the Gini index similar to the observed in the last 7 years, for example, an average level of income and income distribution like the one in Rio Grande do Sul, poverty would drop by 41.2% taking the poverty rate below 9.
Similarly if the per capita growth is -2%, poverty will grow 3.23% reaching 16.53%.
the two-digit level (9.45% of the total Brazilian population would then be considered poor). Even with a null per capita growth, the poverty rate would decrease by 18.6% in the period reaching 13% of the population. This decrease in poverty is enough to reach the pace required by the first millennium goal of reducing poverty by 50% in 25 years. Source: CPS/FGV based on PNAD microdata/IBGE.
Poverty eradication costs
Another useful poverty measure in the design of public policy is the poverty gap (P1). That is, how much income lacks, on average, to the poor so that they can meet their basic needs in the market. For 2008, using our income poverty line as a base (137 BRL per month), the average deficit expressed in monetary terms of each poor Brazilian would be BRL 56.3 per month at average prices (BRL 57.44 in 2007) .
Going back to the calculation of the eradication costs in 2008, data show that it would be necessary BRL 9.01 on average per person (BRL 9.65 in 2007) to relief poverty totally in Brazil, which means a total cost of BRL 1.7 billion BRL per month (and BRL 20.2 billion per year) (Table 3.7). This reveals how much it would cost to complete the income of each Brazilian up to the poverty line of BRL 137 nationally, which means the lowest value of sufficient transfers to lift each poor person to the floor of their basic needs. This exercise should not be read as a defense of specific policies, but as a reference to the social opportunity cost of adopting unfocused policies. These data are useful for targeting policies and organize their sources of financing. 
Evolution of economic classes
Definition
Research based on recently released PNAD microdata permits to reveal the distribution of the Brazilian population across different economic classes (AB, C, D and E). The main feature of the approach used here is its disaggregation in four income groups. It is similar to poverty analysis but uses instead four fixed lines in real terms (Neri 2008d and 2009) . It permits to give the participation of the population in each class. It is a way to see in objective numbers, the borders of the economic classes measured in terms of total household income from all sources per month.
The CPS/FGV classification of economic classes is expressed in total household incomes but is calculated directly in per capita household incomes. The definition of income classes incorporates regional differences in costs of living explained in Neri (2008c) . Class C is the central class, below A and B and above D and E and is located immediately above the 50% poorest and below the 10% richest. This means that its household income (from all income sources) varies from 115 BRL to 4807 BRL at December 2008 prices. It receives on average the average income in society, that is, it is the middle class in the statistical sense. Class E matches the definition of poverty, and household in this class have household incomes between 0 and 804BRL. They are followed by class D with household incomes varying from 804 BRL to 1115 BRL. Finally Class AB are upper classes with household incomes above 4807 BRL at December 2008 prices.
What happened to each class between 2003 and 2008?
Class AB: according to the last PNAD, the proportion of people in class AB (household income above 4807 BRL) grows 7% in the last year, corresponding to 1.5 million people entering the highest income group. In the last 5 years alone, 6 million people rose to this class that in 2008 totaled 19.4 million people.
Class C:
The same class that reached 37.56% of the Brazilian population in 2003 encompasses 49.22% in 2008 (or 91 million Brazilians with an income between 1115 and 4807 BRL -the prevailing class in terms of population size). This accumulated growth of 31% in the period of five years, in population terms, is equivalent to saying that 25.9 million Brazilians who had not been but became class C in the last five years (5.3 million people in the last year alone).
Class D:
The proportion of people in class D is 24.35% in 2008 reaching 45.3 million Brazilians with an income between 768 BRL and the limit of class C. In terms of movements, there was a reduction of 0.9 million in one year or a 3% decrease (and 1.5 million, considering the last 5 years).
Class E: With a 12.27% in the last year, or 3.8 million people exiting the group with a household income of up to 768 BRL monthly, which is considered poverty according to our methodology. This movement corroborates a trend since the end of the 2003 recession when poverty fell 43% (19.4 million people crossed the poverty line). As a result, there are 29.9 million poor people (16.02% of the population), who would instead be 50 million people had poverty not dropped in the last years. In sum, data showed that 31.9 million people rose to classes ABC between 2003 and 2008, which corresponds nearly to half of France population. In the 12 months before last PNAD, 6.7 million performed such transition to classes ABC.
The post 2008 crisis: a social draw
Nine months after the crisis started, there is an already clearer vision about its effects in the Brazilian people's income in the six major metropolitan areas in the country. Income inequality underwent a serious deterioration in January, when part of last years' gains was lost, but it has now come back closer to its precrisis levels. Even class AB, that earns more than 4800 BRL per month and who had lost more with the crisis (2.7% in January 2009 alone), is today only 0.5% below its previous year levels (14.97% of the population is in class AB with 55% of the country's income). Class C is already in a positive situation with a 2.5% gain in 12 months (53.2%, is the dominating class in terms of population size). If this draw may be considered a good result in times of crisis, on the other hand, it hides a sudden halt of the previous improvements in the indicators: from July 2003 to July 2008, class AB grew 35.7%, class C increased 23.1% and income inequality dropped as it had never dropped before in the Brazilian statistical series. Looking on the bright side, 2008 PNAD must provide, despite the current crisis, a more or less faithful portrait of the living conditions in 2009. Classe AB Classe C Classe D Classe E jul03 a jul08 jul08 a jul09
Source: CPS/FGV based on PME/IBGE microdata.
Per capita labour earnings mobility (income risk)
The Pesquisa Mensal de Emprego (PME) uses a rotating panel methodology that seeks to gather information from the same households over the months (Appendix I). The approach used consists of calculating the probabilities of transition into and out of the four economic groups, as well as of nontransition among these groups, observing the same people twice with twelve months in between starting in March 2002. The appearance of longitudinal data from household per capita income in this work will provide the basic empirical evidence for the pattern of social mobility observed in practice. 
DETERMINANTS OF INCOME DISTRIBUTION CHANGES
Sources of incomes
If something changed, the question is to find out why and how it changed. These questions suggest two complementary lines of answers explored here: the first one looks at the determinants of the income distribution and at the primary components of people's income (i.e. the role of pensions, social programs, work and its components) in the various synthetic measures. 10 from 458 to 592 BRL per month. Income sources that increased more were social programs (20.99%) influenced by the expansion of Bolsa Familia, created in 2003. Next in order came the share of pension income attached to the minimum wage (6.64%). The effects of minimum wage readjustments, as it increased more than 45% in the period, put a pressure on the basic value of benefits and the number of elderly, as a result of the population's aging process. Income from social security above the minimum amount grows less than the general income growth. It is worth pointing out that income from work has had an average increase of 5.13% per year, which grants a sustainable support for the living conditions beyond the official income transfers. Income from work corresponds to 76% of the average income perceived by the Brazilians and 75% of the income gain observed has come from there.
In the last year, the growth of per capita income from work and pensions bound with the minimum wage is a little lower, and social programs reach 30.8%. In any case, in both periods -although there has been a strong increase in income from social programs and pensions tied to the minimum wage -the share of income from work remains close to the impressive growth in income in this phase of boom.
Composition of income per economic class
From 2003 to 2008, the share of income associated with social programs, such as Bolsa Familia, on average doubled from 1.07% to 2.15%. This corresponds to the poor groups by the national average line of 10.
It is important to note adissimilarity with per capita GDP growth in the period that amounted 3.78% per year (also with population growth and inflation discounted).
CPS -after the increases announced by the government and the new entry criterion for Bolsa Familia. As such, the share of these programs in the respective incomes increased from 4.9% to 16.3%.
The analysis of the participation of different income types by economic classes (AB,C, D and E) may be useful to assess the prospective impacts of different public policy tools on income distribution, such as for example, the measures adopted in the crisis context in September 2008. Namely, the increase in Bolsa Familia Grant and other programs not related to the social security tend to benefit predominantly class E that has 16.25% of its earnings from this type of income.
It is interesting to separate income from social security benefits in two groups: one based on benefits up to one minimum wage, and the other, on benefits above minimum wage, as this distinction is made since 1998. Class D is the major beneficiary of the increase in the social security minimum (basic) benefit, with 12.66% of income tied to it. Finally, the increase in pensions above this minimum value benefits above all class AB as 18.94% of its earnings derive from this source. This measure is being discussed today. 
Composition of income by region
More than cross-referencing income types and groups, the aim here is to cross-reference spatial information with income information. Comparing the participation of different income types in each type of town, the existence of some particular aspects is clearly noticed: work earnings are relatively more important in the periphery, while social security benefit up to one minimum wage is extremely important in rural areas (16.94% of income sources), followed by other public transfers (social programs represent 5.21%). By analyzing the high pensions, they represent 17.15% of the capitals' income. When analyzing the 27 states in Brazil, Amapá is where earnings from work are the most important (88.16%). In terms of public transfers, Alagoas has the highest share of income from social programs (4.43%), and Rio de Janeiro has the highest share of family income from pension benefits (27.9%).
Disaggregating the participation of income sources in the five Brazilian regions, the following is found: in the North and the Centre-Western region earnings from work have a higher importance (82% and 81.4% respectively). Public transfers such as social programs and lower pensions are more present in the northeast. Social security benefits above one minimum wage have the highest importance in the southeast and the south (16.7% and 15.3% respectively). Source: CPS/FGV based on PNAD/ IBGE microdata.
Inequality decompositions
Gini Index decomposition by income sources
How was inequality reduced? Applying to the 2001-2008 period a methodology of decomposition of GINI variations into different income sources, Table 4 .5 shows that the income from work explains 66.86% of the reduction in inequality in that period, followed by social programs, especially Bolsa Família, Bolsa Escola and other social transfers (non-social security related) with 17%. Then follows social security benefits with 15.7% whereas the remaining incomes just account for 1%. From 1992-2008, the share of Bolsa Familia increased to 40.8% and the share of labour earnings and social security fell to 55.6% and 5.8%, respectively. The analysis considers not only the impacts of different income sources on inequality, but also the additional costs to public finance of official income policies. The much smaller weight in average income of Bolsa Familia and other social transfers (5.3% of total income increase between 2001 and 2008) in comparison with social security benefits (23.8%) suggests its better fiscal cost to social benefit in terms of inequality reduction. This means that the additional cost for the fiscal budget of each percentage point of inequality fall according to different federal transfers was 384.4% more expensive for social security benefits compared to Bolsa Familia and other social transfers in the 2001 to 2008 period.
Socio-demographic determinants of income inequality
The main results of a multivariate analysis of per capita income distribution between 2001 and 2008 using a mincerian earnings equation approach are presented here (Appendix 6). Standard sociodemographic variables such as gender, ethnicity, age, migration status (with respect to states and countries), years of schooling and spatial variables (27 Brazilian States interacting with 5 city sizes (periphery of metropolitan areas, capitals, urban non metropolitan and non capitals and rural areas) are used. Table 4 .6 shows the gross contribution of these variables to the inequality of per capita household incomes. This is done simply by means of independent regressions of each variable plus a constant on the particular income concept. The data show first that the six education categories explain one quarter of total income variation in 2008 -the single most important variable to explain inequality. In 2001, just before the sharp inequality fall, this explanatory power was even higher, 31.3%. A similar effect happens with per capita labour earnings. Geographic variables and ethnicity have also lost explanatory power between 2001 and 2008. Gender kept a constant null explanatory power probably because the results are considered in per capita terms and not at individual levels. Migration increased slightly its explanatory power and so did the age variable, especially when considering all income sources. This capture the effect of the somewhat generous non-contributory pension system turned towards the elderly in Brazil. Inequality decomposition where the interaction between different variables is taken into account is explored in Table 4 .7. It basically shows the share of total explained variation (total R2) when extracting each variable in turn from the complete regression. The data shows similar qualitative results to the previous exercise, namely: a reduction in education explanatory power and an increase in age explanatory power. Geographic variables present an increase in their relative explanatory power. The main result to be stressed in this decomposition exercise with respect to socio-economic variable is the reduction of the education explanatory power. This may be explained by the increase of the supply of education with the relative stagnation of Brazilian labour markets until 2004.
11 Incidentally, this is the mirror image of seminal work of Carlo Langoni (1973) about inequality increase in Brazil during the 1960s. The links between educational level and inequality, including not only quantitative aspects but also qualitative aspects (proficiency) as well as the associated educational policies is examined in the following section.
4.4.3.Years of schooling distribution
Even after the reduction of its gross explanatory power, years of schooling remain the most important predictor in income and labour earnings. This section presents evidence of the key role played by years of schooling in explaining changes in mean individual earnings in Brazil during the last 16 years. Given the long lags involving the acquisition of formal education among the adult working age population, it is useful to look at the trends of the level and distribution of years of schooling to forecast labour earnings distributive issues.
Data extracted from PNAD on the average completed years of schooling for individuals 25 years of age and above are presented in Figure 4 .2. Historically, there is an increase of a little more than one year of schooling between 1992 and 2002 and a somewhat similar absolute increase in the seven year period between 2001 to 2008 from 6 to 7.13, indicating an acceleration of the schooling outcomes.
11.
Incidentally, this is the mirror image of seminal work of Carlo Langoni (1973) about inequality increase in Brazil during the 1960s. 
LABOUR MARKET PERFORMANCE
Labour links
Given the central role played by labour income on income determination, we move now to gauge the impacts of different labour market classic ingredients such as schooling, working-hours, unemployment and participation rates on income growth. We switch the level of analysis from per capita household focusing on individuals in working age population (WAP) from 15 to 65 years of age 12 . We start with a simple decomposition methodology where we assess the role of different labour market factors on average income both in levels and changes. One advantage of the approach used here is to integrate the measurement of these different impacts using average income levels and changes as a numeraire (Kakwani, Neri and Son, 2007) .
Total income grew 35.6% in the 1992 to 2008 period. Figure 5 .1 presents the different components of this change. Since we are not taking into account people above 65 and 15 years of age, increased non labour incomes, namely official transfers and social security benefits, is responsible for 9.1% of the 1992 to 2008 growth (to be sure a percentage of the 35,6% change). Next we divide the remaining 90.9% of this change into change in average labour earnings of the occupied population (67.3%) and change in the occupation rates (14.4%). Decomposing the first factor into smaller pieces it becomes clear that the main propelling factor of average labour earnings is the increase of years of schooling of the occupied population (116.2%). This means that if other factors remained constant, total income should increase by 42.5% instead of by 35.6% (i.e. 16.2% above total income change). The adverse factors in average earnings were the fall of returns of education (-39.6%, measured by average earnings of years of schooling by hours worked) and average working-hours (-9.3%). The increase of the quantity of workers that as we seen explains 23.7% of total income change can be further divided into the 15.1% due to changes in the occupation rate in the economic active population (which corresponds exactly to the complement of the unemployment rate) and 9.6% associated with an increase of the participation rate.
The analysis above focuses on decomposing long-run changes 1992 to 2008. Table 5 .1 shows that not only individual labour earnings but all labour market factors, except working-hours which may be seen itself as a net welfare gain, became expansionary after 2003. The ratio between total income sources and labour earnings also decreased which shows that when looking at the working age population labour earnings grew more than other sources of income.
12.
There are some differences in trends between these two levels, since Brazil is still facing significant changes in its age groups structure, as shown by the changes in the population's aging process. There is a relative increase in the number of elderly and non elderly adults -which can be a result of lower fertility and/or mortality. Brazil fertility rate is below full population reposition reaching 1.8 children per women in 2008 (compared to 5.8 in 1970 and 2.9 in 1991). The share of children from 0 to 14 years of age fell from 33.9% to 24,6% between 1992 and 2008. Life expectancy of the Brazilian population reached 72.2 years in 2007 (62.2 years in 1980). These two events contribute to relative and absolute increases of the Brazilian elderly population. Between 1992 and 2008, the share of the elderly population (60 and above) in income increased from 7.9% to 11.2%. In emerging economies like Brazil it is important to look not only at the quantity of jobs but also at their quality (Table 5. 
Supply of schooling
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Hours Worked -9,3%
67,3% Average Earnings Occupation
23, 7%
Non-labour incomes 9,1% Source: CPS/FGV based on the PNAD/IBGE data.
Recent formalization trends
The abnormally high costs of doing business in Brazil has been a topic of some discussion during the last decade, especially during the unemployment crisis of 1998-2003. But since 2003, Brazil started to generate at least twice more formal jobs than before, totalizing more than 8.5 million net formal jobs since the end of 2003. After a heavy loss of more than 600.000 jobs in December 2008, twice the usual number, the pace of formal employment generation of the pre-September 2008 boom was reached again in September 2009. The causes for the recent formal employment boom are still under discussion ranging from the apparently small set of reforms established in 1998 (section 6.1), the effects from increasing school coverage in the 1990s (Melo and Santos, 2009), the reduction of contractual and other sorts of instability observed after 2003 (Neri, 2007a) , the increasing fiscalization of labour (Simão, 2009 ) and finally the recent recovery of growth impacts on the elasticity of the demand for labour (Courseuil and Foguel, 2009 ).
The impact of the years of schooling on formalization trends seems empirically the most important one. Children that received State education, when getting into working age are not only more likely to have higher incomes but also their propensity to be in formal employment and contributing through taxes to the same State is higher.
PROSPECTIVE AGENDA ON LABOUR AND EDUCATION POLICIES
During past decade Brazil gave the poor to the market, and there is now a need to shift the policy agenda to the objective of giving the market to the poor. This new agenda offers many possibilities but the main objectives are both increasing the quality of Brazilian labour laws and of education services.
Reforming labour policies
The current state of Brazilian Labour Laws
The Consolidated Labour Code and After
The main body of the Brazilian labour legislation was introduced in the 1940s, and consolidated into the Consolidação das Leis do Trabalho (CLT) in 1943. The CLT is a large, often overlapping, set of rules which determines individual and collective rights and duties of the workers, unions and firms. The law determines that all workers must have a booklet where all individual labour contracts and its changes over time are registered by the employer. By definition, a formal worker has a booklet signed by his employer (-carteira assinada‖)
Besides the obligation to sign the booklet, the law stipulates a set of minimum conditions any employment relationship must follow. The most important rules are: maximum hours of work per week; maximum extra-time working hours; minimum payment for extra-time work; minimum wage; pre-paid annual vacations; special protection clauses for women and children; the dismissal of pregnant women is forbidden; the right of paid vacation before and after childbirth, for the mother; special work conditions for night shifts; one month pre-notification of firing; and protection against unjustified dismissals.
There have been changes in the legislation since the creation of the CLT. In particular:
 In 1962, introduction of a one monthly wage annual bonus (-thirteenth salary‖).
 In 1966, creation of a severance fund (Fundo de Garantia por Tempo de Serviço -FGTS) in place of a clause forbidding dismissal of workers with more than 10 years of tenure.
 In 1986, creation of an unemployment insurance program.
 In 1988, approval of a new Constitution with the introduction of new labour clauses which can be summarized as follows:
 The maximum number of hours of work per week was reduced from 48 to 44 hours and the minimum payment for extra-time hours increased from 20% to 50% of workers wages.
 For continuous work shifts the maximum daily journey was reduced from eight to six hours.
 A vacation bonus of one-third of workers' wages was created.

The childbirth leave for mothers was increased to 120 days and a five days childbirth leave for the father was introduced.
 Firing costs for unjustified dismissals increased from 10% of the FGTS balance to 40%. This is the list of the minimum individual rights for private sector and state enterprise workers. Working conditions can be improved through negotiations between the individual worker and the firm, or through collective bargaining. The Constitution of 1988 clearly mandated higher non-wage benefits and made dismissals costlier for employers.
Severance rules and unemployment compensation
In 1966, a severance fund was created, called the Fundo de Garantia por Tempo de Serviço (FGTS) was established. When hiring a worker, the firm had to open a banking account for the worker and deposit 8% of the value of the wage in the account. Today, Caixa Economica Federal, a government saving and loans institution, collects the FGTS levy and invests it primarily in urban housing projects giving workers a legally guaranteed minimum deposit rate.
When dismissed without a just cause (-sem justa causa‖) the worker could draw this money and received a monetary compensation corresponding to a fine of 10% over the total amount of the fund. Like many other Latin American countries, dismissal for economic reasons is not considered a just cause. In 1988 the fine for unjust dismissal was increased to 40% of the worker's FGTS account balance. Besides this fine, the employer has to notify the worker one month before he will be fired. This is the -aviso prévio‖ law, or previous notification of firing. During the month the worker has received the previous notification of firing, he/she is allowed, according to the law, to take two hours a day to look for a new job. This implies a minimum cost of 25% of the worker's monthly wage. In fact the cost is usually higher since firms end up paying the notification fee to the worker and dismissing him immediately.
Thus, the total cost of dismissal is 25% to 100% of the monthly wage plus 40% of the FGTS. The cost depends on the number of months the worker has worked for the firm. Table 1 shows the costs for the firm, in numbers of monthly wages, according to the number of years of the worker's contract, under the assumption that the full cost of firing is borne by the firm. This table shows is that if, for example, the worker stayed one year with the firm, the cost of dismissal is, at most, 1.41 monthly wages. The cost to dismiss a worker who has been with the firm for 5 years is, at most, 3.19 monthly wages, and so on.
Since 1986, when fired, besides the advance notice, access to the FGTS (and the 40% fine for unfair dismissal), the worker also has the right to an unemployment compensation benefits. The unemployment compensation program offers partial coverage for up to four months of unemployment (extended to five months after 1996). To become eligible to receive the benefit, the worker must meet the following criteria: (a) to have been dismissed without a just cause; (b) to have had a formal labour contract during the last six months or to have been legally self-employed for at least 15 months; (c) to be unemployed for at least seven days; (d) must not receive any other pension; (e) must not have any other type of income sufficient to guarantee his own subsistence and that of his family. The value of the benefit cannot be lower than the value of the minimum wage, is adjusted monthly for inflation, and is related to the average wage received by the worker in the last three months in the previous job.
Payroll taxes and mandatory benefits
Brazilian Labour Law stipulates a very comprehensive set of minimum standards any individual contract must follow. The rules do not provide much space for negotiations between employers and workers. The result is a rigid set of minimum rules, which reduces the flexibility of the labour contract in face of changes in the economic environment. In addition to the costs imposed by this inflexibility, there are more direct and obvious non-wage costs due to payroll taxes and mandatory benefits required by the law.
The cost of labour in Brazil can be decomposed into four parts:
 The basic contractual wage (60% of total cost = 100/165.4).
 Mandatory benefits which include the annual one month bonus (décimo terceiro salário), the contribution to the FGTS, vacations and other benefits (23% of total cost = 37.6/165.4)  Contributions to the official training system (SENAI and SENAC), to finance an institution which assist small enterprises (SEBRAE) and a contribution paid by firms to finance an workers' assistance service (SESI or SESC) (2% of total cost = 3.1/165.4);
 Contribution to the federal social security system (INSS) and to fund educational services (salário educação) and an on-the-job accident insurance fee mandatory for all firms and proportional to the payroll (14.8% of total cost = 24.5/165.4).
In addition to these contributions based on payroll costs, employers are also charged levies on revenues to pay for additional INSS-related obligations (Cofins), to be raised in 1999 from 1 to 2 % and PIS/PASEP, the contributions towards the Fundo de Amparo dos Trabalhadores (FAT) which fund unemployment compensation, job search assistance and active labour programs such as training and microenterprise support schemes. These labour related levies can add up to between 2 and 3 % of employer revenues. 
6.1.2.Labour reforms agenda
The set of laws that constitute the labour code have their basis in rules formulated in the 1940s, with additional -sometimes overlapping or inconsistent -legislation added over the years in response to both genuine labour market concerns and shortsighted political reasons. Today, the regulation of the labour market is a daunting task for the following reasons:
 The plethora of laws has led to uncertainty about which regulations apply and under what circumstances, which results in frequent disputes between employers and employees.
14  These disputes are resolved by labour courts, which have over time earned the reputation of having a strong pro-labour bias. Under Brazilian law, labour courts have policy-setting powers, in that labour courts -in judging a particular case -are entitled to formulate policies in areas where the law is ambiguous in the opinion of the court.
 No employment contract is strictly legal unless approved by the Ministry of Labour, which leads to the Ministry having to devise and validate special contracts for specific working conditions, without which employers are left vulnerable to expensive lawsuits. 13. PIS/PASEP rates are 0.65% of personnel costs of private sector firms and 1% of the wage bill of non-profit establishments, but are 1% of the revenues of state enterprises.
14. For example, a worker who worked for less than the full hours per week for a year is entitled to proportional amount of paid vacations and mandatory Christmas bonus of a worker who worked full time all year under one part of the law, but full benefits under another.
 Such interventions, although well-intentioned, can lead to further ambiguities, exacerbating the problem of uncertainty about the full costs of labour by tying employers in costly, time-consuming delays in court cases that are usually resolved in favor of the worker.
 Collective bargaining between workers and employers can be an instrument for formulating more definite contracts, but collective bargaining rules in Brazil and the practices they have engendered are often insensitive to work-specific conditions.
 The rates of payroll contributions and the design of programs that they fund encourage evasion and informality.
In the last 12 years, the government implemented some labour reforms, principally the introduction of temporary contracts of employment during which the employer pays lower payroll taxes and is allowed to dismiss the worker with considerably lower severance costs. In 1998, the government's response to the rise in open unemployment has been to introduce a package of labour market measures that aim to change some clauses of the labour code, and reform and expand active and passive labour market programs. The main proposed changes are reduction of weekly hours to 40 weekly hours, greater decentralization of collective bargaining and measures to encourage labour disputes to be settled by worker-employer committees, allowing temporary layoffs to be funded by credits from FAT resources, to be repaid if the employer decides not to re-hire the worker at the end of the layoff, elimination of policy-setting or -normative‖ powers of labour courts, and lowering payroll tax rates.
Some of these measures require constitutional reforms (e.g., changing rules of union finance and membership), others require changes in labour legislation (e.g., allowing temporary layoffs), and yet others can be implemented immediately by the executive branch of government (e.g., extending the duration of unemployment benefits). This section lists these actions and briefly discusses their objectives.
The Agenda
The reforms debated over the past few years and which are believed to be able to improve labour market outcomes are the following:
 Eliminating contradictions between the Labour Legislation and the Constitution. The consensus for a comprehensive review of the current labour legislation and the mechanisms by which it is enforced is being built but is likely to take some time. In the meantime, the Ministry has submitted a bill for consideration by Congress that seeks to eliminate contradictions between the labour legislation and worker rights guaranteed under the Constitution of 1988.
 Severance Laws. While reform of the severance fund (FGTS) has not been formally attempted, there have been proposals suggesting de-linking the access to the fund from dismissals in order to reduce the perverse incentives for workers to induce dismissal. A Ministry of Labour proposal to reduce the rate of employers' contribution to fund the FGTS from 8% to 2% of payroll met with opposition within and outside the government in 1998, and was dropped. But the national association of private pension funds is preparing a proposal to convert 4% of the FGTS to a mandatory individualized defined contribution pillar. If seriously considered, this could be accompanied by a reform of the unemployment compensation system to function more like an unemployment insurance plan (i.e., actuarially based).
15.
For example, the Ministry of Labour has recently been asked to devise a special contract for workers employed by farmers during short harvest periods.
 Maximum Hours Worked. The government is considering the reduction in weekly work hours (Jornada de Trabalho) from 44 to 40 hours. One of the proposals being discussed during the current administration is to reduce the hours of work that qualify a person for a full-time contract (which entitles the person for greater benefits than part-time work). The objective of this measure is to make the work-week more flexible, by permitting daily work to range from 5 to 8 hours, and weekly hours from 26 to 40 hours.
 Temporary contracts. In 1997, the government introduced legislation that would allow employers to hire new workers on temporary contracts, during which non-INSS related payroll taxes would be waived and dismissals would be less costly.
 Union representation. For a single sector or occupation, Brazilian labour laws do not allow for more than one union per municipality -the -unicidade sindical‖ provision. For all practical purposes, this legislation outlaws plant-level collective bargaining. The Ministry of Labour has proposed that this law be altered to facilitate collective bargaining to reflect firm-level conditions. The Ministry has also proposed changes in the mechanisms by which unions are financed, making union fees voluntary rather than mandatory contributions. This change is designed to ensure that unions better represent worker interests.
 Policy-making powers of labour courts. Brazilian labour laws gives labour courts policy-setting powers -poder normativo‖ in that these courts can form policy on issues which are left unclear by the CLT and the constitution As a result, labour court rulings have influence far beyond the case being arbitrated, in effect serving a policy-making role that should be the responsibility of the Ministry of Labour.
 Minimum wage. Brazil has a nationwide minimum wage which is at the same time the minimum wage in the private sector and the minimum payment for pensions of the social security system. Neri (2007b) results that the positive impacts of minimum wage increases on labour markets observed before (Neri 1997) are no longer in place. Besides the diminishing positive impacts (and/or increasing adverse social costs) of minimum wages associated with its real increases of more than 100% in the last 15 years, Brazil has now a better target system of monetary transfers than the ones indexed to the minimum wage. Both labour and social assistance sides coupled with the Constitutional imposed irreversibility of real minimum wages suggest more moderation in future minimum wage hikes.
 In 2000, it was allowed to States to set their own minimum wage in the labour market (Pisos Salariais). This was an attempt to not only regionalize the minimum wage adopting a system similar to the US for instance but at the same time to pursue a positive agenda that de-link social security pensions from the minimum wage. Moura and Neri (2007) show that in the case of Rio de Janeiro and Rio Grande do Sul the two first States to adopt the new Law was irrelevant. These suggest a reformulation of this law. Recently the State of São Paulo and Paraná adopted State level wage floors.
 Individual Entrepreneur Law (Lei do Microempreendedor Individual -MEI).
One third of the poor live in families headed by self-employed individuals while only 15% of the self-employed were covered by social security. Perhaps in view of this, in July 1st, 2009 a new Law was launched that simplifies and reduces the size of due taxes and social security benefits by individual entrepreneurs with a monthly contribution of little more than 20 Euros. It is too soon to assess the real impact of this new Law which points in the right but frequently foreseen direction. Once again one should to adjust for possible negative policy feedback.
 One third of the poor in Brazil are in families headed by self-employed workers. The self-employed are not only historically underserved with policies but the knowledge on the existing good and the bad federal policies are not spread thought police makers. The design new services for the self-employed in the areas of microcredit, micro-insurance and especially access to consumer markets should be fostered (Neri 2008b ).
Educational policy agenda
Conditional cash transfers such as Bolsa Familia described in Chapter I attempt to influence the demand for education but can also influence labour supply decisions. We address first this hybrid topic before moving into the other central elements of education agenda in Brazil.
Education demand, labour supply and Bolsa Familia
The social rate of return to education implies the opportunity costs of a teenager studying instead of working, as well as wage premiums and direct private or public costs of education. The literature calculates rates of return of 15% per year of study, which is at a much higher level than the cost of financing of the Brazilian government -who should subsidize it. The internal rate of return to education which is relevant for the parents and kids' decision is even higher because it excludes the public costs of education and includes other private benefits from education, beyond income earned in the labour market. For instance, Neri (2009b) indicate that 95% of the improvement in the perceived health, observed as a result of improvements in education and income, occur as a direct effect of education, keeping income constant. That is, there is an enormous private gain beyond the labour market to be derived from the decision to pursue more education. In this sense, high school drop-outs constitute a sort of paradox in Brazil. If education has such a high private rate of return, why do Brazilians invest so little in it? Neri (2009b) approach this issue with direct questions to the students collected in the special education supplement of PNAD 2006 such as: why is an individual of a certain age out of school? Is it because he has to work to provide for his family, he does not have access to school or simply because he does not want the type of school that is on offer? The responses show that lack of interest accounts for 50,5%, followed by the need to work and generate income (35.0%) and the difficulty to access schools (12.9%). These three reasons explain the near totality of answers. Two elements related to the lack of demand for education are worth highlighting as they respond for 85.58% of the reasons against 12.91% of the alleged supply deficiencies. In what concerns the demand side for education policy, during the present decade the main educational policy was linked to the overall social policy, mainly founded on the introduction and dissemination of targeted conditional cash transfers, among which the most relevant was Bolsa-Familia, intended to fight present and future poverty, through crossed education and health subsidies for the poorest families.
The proposed upgrades to Bolsa Familia are posed below:
 The ultimate objective would be to integrate all non-contributory income transfers in a single program, preferably under the Bolsa Família framework. A first step in this direction was already taken in 2007, when non-contributory social security spending was split from the rest of the social security accounts. This allows better comparisons between the opportunity costs of different income policies. It does not seem equitable to provide income transfers associated with non-contributory transfers that are ten times higher than Bolsa Família benefits. Despite political difficulties, some sort of integration seems desirable.
 The second aspect of effective targeting is to avoid fragmentation. Brazil should avoid the temptation to fragment its income policies into different monetary transfer programs according to region, gender, race, and housing conditions (favelas, etc.). This fragmentation would make the management of public policy more complex. The binomial income-age provides a straightforward criterion that allows researchers to take into account for the poor population the main phases of the life cycle, such as education, working, and retirement.
 The third aspect concerns conditionalities. Besides the program's ability to reach the poorest segments of the population with monetary and non-monetary transfers, another improvement of income policies is enhancing its ability to positively affect lives through the imposition of explicit conditionalitiesespecially for relevant state variables where there are market failures, such as externalities and credit constraints. Most of the current conditionalities of Bolsa Família seem to have a high degree of redundancy in the sense that many of the conditions they impose have already been adopted by the beneficiaries before starting the programme. Neri (2008) suggests extensions along three lines: i) nurseries and pre-school grants (0 to 6 years of age); ii) quality of education grant (7 to 15 years of age); iii) second school grant for those above 16 years of age is preferable to first employment initiatives.
 Empirical evidence suggests the need to work more on the disincentives aspect in the design of the Bolsa Familia programme.16 Adoption of new rules following the spirit of the U.S. Earned Income Tax Credit (EITC) seems desirable.
 The use of Bolsa Familia benefits as collateral for microcredit initiatives along the lines of social security consignation implemented is one possibility that should be explored (Neri and Giovanni 2005) .
Education supply
With respect to the supply side of education, in turn, we can say that probably the most relevant educational policy in the decade was the establishment of the Fund for Primary Education Administration and Development and for the Enhancement of Teachers' Status (FUNDEF) and its subsequently substitution by the Fund for Basic Education Administration and Development and the Enhancement of the Status of Education Professionals (FUNDEB). It constitutes the instrument for effecting transfers of subnational governments own resources to afford expenditure on public education from the grades 1 to 8, after including child and secondary education as well. The fund drew on state resources, which were then shared amongst state and municipalities.
Quality of education agenda
In March 2007, the Federal Government launched the Education Development Plan (PDE), a set of proposals aiming to improve the quality of education in the country. Among other features, it has a clear emphasis on basic education -throughout the country's history a large priority has been given to higher education -and established a target-based system. The plan's main innovation was the creation of a synthetic indicator of education quality, the Basic Education Development Index (Ideb), based on the average passing rate and average proficiency for each municipality in the country. The federal government will determine targets for the evolution of the Ideb and then condition part of its education-related transfers to the accomplishment of these targets. The new plan embodies this in that it favours basic education over higher education. Secondly, the dissemination of information on education is key to mobilizing society in favour of the cause of education, and hence to making changes in the quality of education through the 16 . Neri (2008) shows that during the period between 2004 and 2006, during which there was a marked expansion of Bolsa Família benefits, the overall group of working-age individuals eligible for these benefits saw a relative decrease in all indicators of their labour market activity and performance indicators in comparison with the non-eligible group.
political process and from private choices on public schools. Finally, incentive mechanisms started to be created for all who are part of the educational process.
The PDE is implementing a target-based system in Brazil happens in a moment when different actors are converging towards the need to determine educational targets as the basis of educational policies. Besides, a very important umbrella NGO involving many relevant actors of civil society, named Compromisso Todos pela Educação (All for Education Commitment) also set five targets to be reached by 2022, when the country completes two centuries of its political independence. Fostering a culture of educational targets guiding the educational policy, which stems at the same time from an International Organization as UNESCO -with the Education for All Commitment -described above, signed by the Brazilian government, holds the promise of motivating all the stakeholders from young pupils to mothers and teachers, from mayors to governors, and offers an exceptional opportunity to step up and co-ordinate efforts so as to achieve concrete results in the direction of providing high-quality education for all.
The Basic Education Eevelopment Index (IDEB)
The methodology behind the Ideb starting with flow indicators combines the average passing rate of a specific schooling level with standardize grade in both Math and Portuguese tests taken in Saeb (or in Prova Brasil) bi-annual proficiency exams. These exams evaluate specific school series and not age groups such as in the PISA OECD exam that is why IDEB does not use only the results from proficiency tests but multiplies it by the passing rate. The table that follows shows the initial IDEB values for each educational sector in 2005 the basis year of the program and their respective targets for 2021. 
CONCLUSION
The 1970s was the decade of the economic Brazilian miracle but also the decade of dictatorship. In the 1970s a brutal poverty reduction happened, a non trivial 33% decrease despite of the inequality increase. But the 1970s brought with it the demand for democracy, which marked the decade of the 1980s. The 1980s finished just after the so-called New Brazilian Constitution (the so-called Citizen Constitution --A Constituição Cidadã‖) is promulgated. It is a period of instability in which inflation and inequality rates attained its peaks, and set the tone for the following decades: the agenda against inflation in the 1990s and against inequality in the current decade. The 1980s were the re-democratization and the instability decade. The last decade was the stabilization decade-without a doubt, this was the great benchmark, in which Brazilians started to think about themselves more as a country and to look further into the future, leaving inflation and monetary illusions behind and starting a real agenda.
The Real stabilization plan brought a sense of reality to Brazil, away from the monetary illusion. Perhaps real because it provided this reality shock, that permitted to develop an educational agenda, to put children in the school and starting measuring children's performance. Somehow, these two revolutions -in inflation and in school, through the increase in the quantity of education-, permitted to reduce inequality in the current decade, as young generations who went through better education, began entering the labour market in better conditions. Moreover, the Brazilian Federal Government started to redistribute a stable currency through official cash transfers, favoring also the inequality reduction.
The 1970s was the decade of growth and this current decade is the decade of inequality reduction and perhaps as well the decade of the creation of formal jobs. Whereas in the 1970s, Brazil grew 6% in per capita terms per year, being optimistic, this decade will see a growth of 2,1% in per capita terms. But poverty will decrease more in this decade than it did in the 1970s and so does inequality. It seems as if Brazil has discovered its inequality reserves and started to explore them after 2001. This change in inequality took 19.3 million people out of poverty between 2003 and 2008, including 31.9 million people in the consumer market.
But to what extent the current economic crisis has eroded these good outcomes? The use of PME data recently launched, permits to see that inequality is at the same level today as it was in the pre-crisis period, which given the circumstances, seems a good result.
At the policy level, there has been an important continuity between the Cardoso and the Lula administrations, both in terms of macroeconomic and social policies. Although at the beginning of the Lula administration, the Hunger Zero could be seen as a setback, Bolsa Familia made some steps forward in the direction of poverty eradication. Although Bolsa Família has been criticized by its opponents, it is sustaining itself and has increased its coverage among the poorest of the poor.
Using a sports analogy, Brazil has a really well structured macroeconomic defense (international reserves, fluctuating exchange rate, inflation targets, fiscal responsibility, etc…) and a first-rate social offensive strategy with Bolsa Familia. But Brazil lacks a midfield. This midfield is the policy which is both economic and social at the same time. Education, microcredit, social target management programs may permit people to treat the social areas in the same way as companies treat their results. This midfield has to be developed further based on a key aspect: the quality of education. The good news is that improvements have been done to measure it, not only at the country but also at the school levels, and this is a real revolution that may be only starting.
In that sense, the agenda for the next decade might be the agenda of the quality of education. The Ministry of Education and the Brazilian civil society through Compromisso Todos pela Educação have fixed students education proficiency targets for 2021. The target is to reach a grade 6 by 2021, almost doubling from the current grade of 3.8 in the quality of education, measured on a scale from 0 to 10 (grade 6 corresponds to the OECD's average grade in 2005). Grade 6 is also the average of the Brazilian private schools, where wealthy people enroll their children, while public schools, where the majority of children go, have an average of 3.6. Bringing all states' students at least to the grade of 6 is the target to be pursued.
In order to reach the education quality targets, Brazil should invest more on the so-called early childhood, which is exactly what Brazilian social policy doesn't do yet. Contrary to promoting early childhood, the Brazilian social policy has given priority to the eldest, by giving them a grant (a minimum wage) and leaving them having a better life in old-age. However, it is much cheaper and more reasonable from a life quality perspective to invest on health and education in the early childhood. It is much more effective too. Investing on a child 4 years old is good. It is even better than investing on an 8-year old. But with 4 months old is even better. This child is still being formed. Why does a poor child have to have a lower performance than a non poor one? Because there is a social convention, a social background that does not favor them. You have to place the child in the nursery, in school pre-school that encourage them.
Finally, Brazil needs an agenda on the access of the poor to the markets, and not the other way round. During the present decade, the poor were given to the market, but what is needed is to give the market to the poor, through quality education above all, but also through land reform, access to microcredit and micro-insurance. This also means treating the poor less as passive agents who receive official transfers from the State.
